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SUBJECT: Renter Credit/Teachers & Safety O ficers/FTB Report to Legislature
Annual |y Regardi ng Nunber and Value of Credits d ai ned

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL AS AMENDED April 3, 2000, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

This bill would create an additional $500 renter’s credit for specified teachers
and public safety officers.

SUWARY OF AMENDMENT

The May 18, 2000, anendnents made the foll ow ng changes:

nodi fied the definition of “public safety officer”;
limted the credit to qualified renter’s who rent within a “high-rent area”;
defined “high-rent area”;

applied the adjusted gross income (Ad) |limt to filing status rather than
marital status;

added a provision allow ng the Franchise Tax Board (FTB) to prescribe
regul ati ons; and

added a repeal date.

These anendnents partially resolved issues raised in the departnment’s anal ysis of
the bill as amended April 25, 2000, and raise new concerns.

The “Legi sl ative Hi story/Background” and current |aw discussion in “Specific
Fi ndi ngs” fromthe departnent’s analysis of the bill as anmended April 3, 2000,
still apply. The remainder of that analysis and the analysis of the bill as
anmended April 25, 2000, are replaced with the foll ow ng.
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EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable years beginning on or after January 1, 2000. The credit
woul d be repeal ed on Decenber 1, 2006.

SPECI FI C FI NDI NGS

This bill would create a $500 renter’s credit for “qualified renters.” This
credit would be allowed in addition to the renter’s credit all owed under current
| aw.

This bill would define a “qualified renter” as an individual who is either an
entry-1level teacher for students in grades kindergarten to 12, inclusive, or an
entry-level public safety officer who is currently working in California in that
pr of essi on, and who:

is a California resident, and

rented and occupied prem ses that were used to provide living acconmpdati ons
and is located within a high-rent area.

A “high-rent area” would be a county within a metropolitan statistical area whose
fair market rents are above the average fair market rent for all netropolitan
areas within the state. The U S. Departnent of Housing and Urban Devel opnent
determ nes fair market rents by evaluating rental vacancies and cost in

desi gnated areas. The bill would specify that the follow ng counties are *high
rent areas” for taxable year 2001:

Al ameda, Contra Costa, Los Angeles, Marin, Napa, Orange, San Di ego,
San Franci sco, San Mateo, Santa Barbara, Santa Clara, Santa Cruz, Sol ano,
Sonoma, and Vent ura.

“Public safety officer” would nean any rank and file state or |ocal |aw
enforcenent officer, including any sheriff officer, police officer or
firefighter. Public safety officer would al so be defined in Section 830 of the
Penal Code.

“Entry-level” would nean a person who has been in a profession for four years or
| ess.

This bill would Iimt the credit to taxpayers with AG not in excess of $200, 000
for persons filing joint returns or heads of household or $100,000 for other
i ndi viduals. The AG@ anmounts woul d be indexed annual |y begi nning in 2001.

Pol i cy Consi derations

This bill would allow an individual to claimboth the existing renter’s
credit and the teacher/public safety officer renter’s credit created by this
bill.
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| npl enent ati on Consi derati ons

This bill would raise the follow ng inplenentati on considerations.
Departnment staff will work with the author to resolve these issues as the
bill noves through the |egislature.

The phrase “currently working in that profession” is unclear. Does this
mean working in the profession at the end of the tax year? It is unclear
whet her the author intended the credit to be allowed for any portion of
the year that the individual was not enployed as a teacher or public
safety officer. Further, the definition of “entry-level” is unclear.
The four-year tinmeframe could be nmeasured fromthe first job as a teacher
or public safety officer. For teachers, the four years could begin from
the date on the teaching credential. Undefined and unclear ternms and
phrases can |l ead to di sputes between taxpayers and the departnent.

The term “public safety officer” is defined in two places (paragraphs (3)
and (4) of subdivision (b) meking the definition unclear if not
internally inconsistent. For exanple, the referenced section of the
Penal Code (Section 830) addresses the term “peace officer” as defined in
various provisions of Chapter 4.5 of the Penal Code. However, the tem
“peace officer” does not include “firefighter” except those firefighters
i nvolved in arson investigation and simlar types of |aw enforcenent
activities.

The credit is limted to prem ses rented and occupied in “high-rent”
areas. The bill specifies those areas for taxable year 2001, but does
not specify the areas for other taxable years. It may be difficult for
taxpayers and the departnent to determ ne whether the rental is within a
“hi gh-rent area” for taxable year 2000 and ot her years covered by the
credit.

Further, the bill specifies that the California Departnment of Housing and
Communi ty Devel opnment shall review criteria related to the “high-rent
areas” biannually, but does not specify what should be done once the
criteria is reviewed. Wuld the “high-rent areas” change?

It my be difficult for departnent staff to verify that the taxpayer is
an “entry-level” teacher or public safety officer. Perhaps the enployer
could provide verification to the taxpayer. The verification could be
provi ded by the taxpayer to the departnent upon request.

This bill would allow the departnent to prescribe regul ati ons necessary
to verify an individual’s resident status and | ength of enploynment. It
may be nore appropriate to establish those verification nethods in the
statute rather than through regulations. Further, since regul ations take
time to establish and this bill would be operative for taxable years

begi nning on or after January 1, 2000, regulations likely could not be
ready for the 2000 taxable year.
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This bill would [imt the credit based on AG amounts for specified
filing statuses: $200,000 for married filing joint and heads of
househol d; $100, 000 for all others. Under the current |law for renter’s
credit, the higher A limtation is also provided to surviving spouses.

It is unclear whether the author intends to i ndex the credit anount or

the AG |limtation for inflation. Under the current law for renter’s
credit, the AG |limtation is indexed for inflation, not the credit
anount . If the author intends to index only the AG limtation, al

references to subdivision (a) within the indexing provisions (subdivision
(h)) should be changed to subdivision (e).

Techni cal Consi derati ons

This bill would raise the follow ng technical considerations. Departnent
staff will work with the author to resolve these issues as the bill noves
t hrough the | egislature.

This bill provides a definition for “public safety officer” in paragraph
(3) of subdivision (b) and then nodifies the definition in paragraph (4)
of subdivision (b). The entire definition should be in paragraph (3).

Subdi vi sion (b) provides definitions for nost of the bill’s termns.
However, the definition of “high-rent area” is provided in subdivision
(c). The definition of “high-rent area” should be noved to subdivision

(b).
REGULATI ONS

This bill would provide FTB with authority to prescribe regul ati ons necessary to
carry out this credit, including regulations necessary to verify an individual’s
resi dent status and | ength of enploynent.

LEG SLATI VELY MANDATED REPORTS

This bill would require FTB to report annually to the Legislature regarding the
nunber and val ue of the credits clained.

FI SCAL | MPACT

Departnmental Costs

If the bill were anmended to resolve the inplenentation considerations
identified, inplementation of this bill would not significantly inpact the
departnent’s costs.
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Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimted as
foll ows:

Revenue Impact of AB 2360
Amended May 18, 2000
For Taxable Years Beginning 1/1/2000
Assumed Enactment After 6/30/00

(In Millions)
2000-01 2001-2 2002-3
-$12 -$12 -$13

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis proposal.

Tax Revenue Di scussi on

The inpact of this bill would depend upon the nunber of individuals claimng
the credit and the average credit applied against tax liabilities.

The estimated revenue | osses were determined in the foll ow ng steps:

First, the total nunmber of individuals qualifying for the credit was based
on information fromthe 1996 and 1999 U. S Statistical Abstract and the 1997
California Statistical Abstract. According to these sources, it is
estimted that 52,000 entry-|evel teachers and 82,000 entry-Ilevel public
safety officers, as defined by this bill, would be enployed in California in
the year 2000, for a conmbined total of 134,000. Based on overall popul ation
by county, it is estimted that approximately 70% (94, 000 i ndi vi dual s)
reside in the qualifying counties. This nunber was adjusted by 10%to
account for attrition (94,000 x 1.1 = 103, 000).

The next step was to determ ne the nunmber of qualified renters. According
to the 1994 County and City Data Book, a statistical abstract supplenent,
approxi mately 47% of individuals living within the specified counties rent.
Assunptions were nade that the distribution of entry-|evel teachers and
public safety officers who rent would not be materially different than the
counties as a whole (47% . This yields approxinmately 48,6000 qualified
renters (103,000 x 479%.

The | ast step was to determ ne how many of the qualified renters would have
a tax liability and the anount of the average applied credit. Based on
information fromthe departnent’s personal incone tax nodel, it is estimted
that 67% of qualified renters (48,000 x 67% = 32,000) would have a tax
liability, with an average applied credit of approximately $365.

Thus, 32,000 taxpayers would qualify for an average applied credit of $365.
The revenue | oss woul d be $12 million in tax year 2000.

BOARD POSI TI ON

Pendi ng.



